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Order Instituting Rulemaking to R.04-04-026
Implement the California Renewables
Portfolio Standard Program.

COMMENTS OF THE DIVISION OF RATEPAYER ADVOCATES
ON THE PETITION OF CALIFORNIA WIND ENERGY
ASSOCIATION AND THE GREEN POWER INSTITUTE FOR
MODIFICATION OF DECISION 05-12-042

I. INTRODUCTION
Pursuant to the schedule set forth by Administrative Law Judge (ALJ) Anne

Simon on June 28, 2007, the Division of Ratepayer Advocates (DRA) submits the
following comments on the Petition of California Wind Energy Association (CalWEA)
and the Green Power Institute (GPI) for Modification of Decision (D) 05-12-042. The
Petition seeks to modify D.05-12-042 to include a greenhouse gas (GHG) adder in the
calculation of the market price referent (MPR).

DRA supports CalWEA and GPI’s Petition for Modification. The Petition furthers
the goals of the Renewable Portfolio Standard (RPS) program and is consistent with the
developmental progression of the Commission’s implementation of that program.

Senate Bill 1078 created the RPS program and directed the Commission to
establish a proxy price for electricity based on the avoided cost of a gas fired power plant
over the long-term. The Commission established this price, the MPR, in D.03-06-071
with an all-in-price that accounted for all the costs that make up a combined cycle gas

turbine (CCGT). D.03-06-071 noted that the factors used in determining the CCGT
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would be supplemented and further refined as the State acquires more information and

knowledge on the development of the RPS program.

I1. D.03-06-071 STATED THAT THE MPR WILL INCLUDE A GREEN
HOUSE GAS ADDER WHEN REGULATION OF GREEN HOUSE
GAS BECOMES LAW IN CALIFORNIA

The Commission has since stated that future costs of environmental regulations of
gas fired power plants would be reflected in the MPR.

Several parties argue that other items should be added to the
proxy plant cost. UCS argues that the proxy should include a
component reflecting the cost of possible future
environmental regulations. (UCS Opening Brief, pp. 12-13.)
For example, UCS states that new environmental regulations,
such as those regulating carbon dioxide, are likely to result in
an increase in gas prices. (/d., p. 13.) The methodology we
adopt today incorporates known and actual costs. The costs
UCS would have us include are too speculative at present.
(See, e.g., SCE Reply Brief, pp. 7-8; PG&E Reply Brief, p.
37.) We will incorporate them only when they become more
definite, both in likelihood and value. Other issues relating to
the proxy inputs will be addressed in later phases of this
proceeding, subsequent to the Collaborative Staff report and
workshops described above.

(D.03-06-071, p. 23)

As CalWEA and GPI noted, the Commission reiterated this position in
D.05-12-042, which was decided on December 15, 2005. In D.05-12-042, Commission
ruled that the inclusion of a GHG adder in the MPR was premature due to a lack of GHG
regulatory programs or concrete market impacts. CalWEA and GPI now argue that since
D.05-12-042 was issued, actions by the California Legislature, in particular the passage
of AB32 and SB1368, will add actual GHG costs to the operation of fossil fuel burning
plants. DRA is convinced that GHG adders of some sort will be applied soon to power
plants, and that RPS decisions made now should reflect this fact.

It is important to note that D.03-06-071 states that the Commission will
incorporate such adders “when they become more definite, in both likelihood and value”.

There is no doubt that this i1s now the case.



III. CONCRETE VALUE AND IMPACT ANALYSIS
CalWEA and GPI also point out that the Commission already uses GHG adders in

the evaluation of Energy Efficiency (EE) programs, in making choices between different
power sources in utility procurements, and in the cost evaluation of new generation
projects (in particular the decision to replace the steam generators at the SONGS nuclear
power plant). All of these proceedings used concrete market impact examples and values
for GHG adders developed by Energy and Environmental Economics (E3) consultants.

Thus, DRA maintains that GHG costs are already part of this Commission’s
regulation of the electric power industry as they have become an aspect of resource
options in the integrated resource plans the Commission approves. The Energy Action
Plan II (EAP), which is the current blueprint for California’s integrated resource planning
activities, requires consistent treatment of all options. Since the E3 estimates of GHG
costs have already been developed and applied in these cases, they are the best source of
values for GHG adders for the MPR.

CalWEA and GPI offer two versions of the MPR adders based on the E3 numbers.
Shown in Table 1 on p.10 of the Petition are the adders assuming that the GHG costs start
in 2007. Table 2 shows the numbers if the start of GHG costs is taken as 2012. For the
next few years the costs in Table 2 are significantly lower than those in Table 1. DRA

recommends the commission use the numbers in Table 1.

It is true that a formalized GHG chalrgel probably will not be imposed until 2012.
However, regulations before 2012 will have the effect of increasing the apparent price of
fossil fuel generated electricity” by reducing the supply. Therefore, the Commission

should adopt a GHG adder now.

1
~ Probably through a GHG “cap and trade” or a GHG fee or tax

2
~ As they should to monetize the external costs of fossil fuel use.



IV.  CONCLUSION

For the reasons stated above, DRA respectfully requests that the Commission

adopt its recommendations.

July 17, 2007

Respectfully submitted,

/s/ NOEL A. OBIORA

NOEL A. OBIORA
Staff Counsel

Attorney for the Division of Ratepayer
Advocates

California Public Utilities Commission
505 Van Ness Ave.

San Francisco, CA 94102

Phone: (415) 703-5987

Fax: (415) 703-2262
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